
A summary of all of the expected payments for these commitments as well as future principal payments under d e  
current debt arrangements and minimum payments under capital leases at December 31, 2006 is as follows: 

Long-term debt . . . . . . . . . . . . . . . . . . . . .  $2,607,300 - 660,300 1,032,000 715,000 
Capital leases ...................... 38,900 9,300 14.600 9,600 5,403 
operating leases . . . . . . . . . . . . . . . . . . . .  505,228 87,049 141,494 100,615 176,070 
Program license fees . . . . .  559,633 318,523 109.849 87,424 43,837 
Launch incentives . . . . . . . . . . . . . . . . . . .  36,713 21,632 15,081 - - 

Other(l) . . . . . . . . . . . . . . . . . . . . . . . . . .  229,451 66.965 116.102 25,264 1,120 

.Total... . . . . . . . . . . . . . . . . . . . . . . . .  $3,977,225 1,257,426 523,469 1,254,903 941.427 
~ - _ _ _ _ _  
- - ~ _ _  - 

( I )  Represents Discovery's obligations to purchase goods and services whereby the underlying agreements are enforce- 
able, legally binding and specify all significant terms. The more significant purchase obligalions include: agreements 
related to audienceratings, market research, conu'acts fM entertainment talent and other education and service project 
agreements. 

(2) The table above daes not include certain long-term obligations reflected in the Discovery consolidated balance sheet 
as the timing of the payments cannot be predicted or the amounts will not be settled in cash. The most significant of 
these obligations is the $64.5 million accrued under Discovery's LTIP plans. In addition. amounts accrued in the 
Discovery consolidated balance sheet related to derivative fmancial instruments are not included in the table as such 
amounts may not be settled in cash or the timing of the payments cannot be predicted, 

Discovery is subject to certain contractual agreements mat may require Diwovery to acquire the ownership interests 
of minority partners. At the end of 2006, Discovery estimates its aggregate obligations thereunder at approximately 
$94.8 million. The put rights are exercisable at variws dates. In January 2007, Discovery exercised its rights and paid 
$44.5 million to acquire certain redeemable equity. 

Item IA.  

Foreign Currency Risk 
We continually monitor OUT economic exposure to changes in foreign exchange rates and may enter into foreign 

exchange agreements where and when appropriate. Substantially all of our foreign transaclions are denominated in 
foreign currencies, including the liabilities of our foreign subsidiaries. Although ow foreign transactions are not generally 
subject to significant foreign exchange transaction gains or losses, the fmancial statements of our foreign subsidiaries are 
translated into United States dollars as part of OUT consolidated financial reporting. As a result, fluctuations in exchange 
rates affect OUT fmancid position and results of operations. 

Item 8. Financial Smements and Suppkmentnry Data 

Qunntiktive and Qualiror*e Disclosures about Markt Risk 

Our consolidated financial statements are filed under this Item, beginning on Page 11-17. The financial statement 
schedules required by Regulation S-X are filed under Item 15 of this Annual R e p r t  on Form 10-K. 

Item 9. Changes in and Disapreemenls w i l h  Accountants on Accounring and Financial Disclosure. 

None. 

~~ - 4 e ? s ? A - - ~ ~ c  &"res. 

In accordance with Exchange Act Rules l3a-I5 and 15d-15, the Company canied out an evaluation, under the 
supervision and with the participation of management, including its chief executive officer, principal accounting officer 
and priocipal fmancial officer (the "Executives"), of the effectiveness of its disclosure controls and procedures as of the 
end of the period Covered by this report Based on thal evaluation, the Executives concluded that the Company's disclosure 
controls and procedures were effective as of December 31, ZM)6 to provide reasonable assurance that information 
required to be disclosed in its r e p a r  filed or submined under the Exchange Act is recorded, processed, summarized and 
reported within the time periods specified in the Securities and Exchange Commission's rules and forms. 

See page E-15 for Managemenr's Repon on Internal Coruml Over Firuncial Reponing. 
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See page n-16 for Repon of Independeru Regidered Public Accounting Firm for our accountant’s attestation 
regarding our internal controls over financial reporting. 

There has beto no change in the Company’s internal conmols over fmancial repnting identified in connection with 
the evaluation described above hat occurred during the three months ended December 31. 2006 that has materially 
affected, 01 is reasonably likely to materially affect, its internal controls over financial reponing. 

M. Other Znfomtian. 

None. 



MANAGEMENT’S REPORT ON INTERNAL 
CONTROL OVER FINANCIAL REPORTlNG 

Discovery Holding Company’s management is responsible for establishing and maintaining adequate inlernal 
control over the Company’s fmancial reporting. n e  Company’s internal mntrol over fmancial reporting is a process 
designed to Fovide reasomble assurance regardii the reliability of fmancial reporting and the preparation of the 
consolidated financial statements and related disclosures in accordance with generally accepled accounting principles. 
Thhe Company’s internal control over fmancial reporting includes those policies and procedures that (1) pertah to the 
maintenance of records that. in reasonable detail accurately and fairly reflect the transactions of the Company; (2) provide 
reasonable assurance that transactions are recorded as necesmy to permit preparation of the consolidated fmancial 
statements and relafed disclosures in accordance with generally accepted accounting principles; (3) provide reasonable 
assurance that receipts and expenditures of the Company are being made only in accordance with auth&tions of 
managemot and directors of the Company; and (4) provide reasonable assurance regarding prevention or timely 
detection of unauthorized acquisition, use, or disposition of the Company’s assets that could have a material effect on the 
coosolidated fmancial statements and related disclosures. 

Because of inherent limimtions. inremal control over financial repom may not prevent or detect misstatements. 
Also. projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of compliance with the policies and procedures may 
deteriorate. 

The Company assessed the design and effectiveness of internal control over financial rfprting as of December 31, 
2006. In making this assessment, management used the criteria set fanh by the Comminee of Sponsoring Organizations of 
the Treadway Commission (“COSW) in buernal Conrrol-Integrated Frmework. 

Based upon OUT assessment using the criteria contained in COSO, management has concluded that, as of Decem- 
ber 3 1,2006, Discovexy Holding Company’s internal control over fmancial reporting is effectively designed and Dperating 
effectively. 

Discovery Holding Company’s independent registered public accountants audited the consolidated fmancial 
statemenm and related disclosures in the Annual Report on Form 10-K and have issued an audit report on management’s 
assessment of the Company’s internal control over fmancial reporting. This report appears on page 1I-16 of this Annual 
Report on Form IO-K. 

II-15 



REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors and Stockholders 
Discovery Holding Company: 

We have audited management’s assessment, included in the accompanying Management’s Report on Internal 
Control over Financial Reporting appearing on page &I 5,  that Discovery Holding Company maintained effective internal 
control over financial reporting as of December 31. 2CQ5, based on the criteria established in I n r e d  Cont~ol- 
Inregrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSO). 
Management of Discovery Holding Company is responsible for maintaining effective internal conhol ovex fmancial 
reponing and for its assessment of the effectiveness of internal control o v a  fmancial r e e n g .  Om responsibility is to 
express an opinion on management’s assessment and an opinion on the effectiveness of the internal control over fmancial 
reporting of Discovexy Holding Company based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board 
(United Stales). Those standards require that we plan and perform the audit to obtain reasonable assmance about whether 
effective internal control over financial reporting was maintained in all material respects. Om audit included obtaining an 
understanding of internal control over financial reporting. evaluating management’s assessment, testing and evalnating 
the design and operaOng effectiveness of internal control, and performing such other procedures as we considered 
necessary in the circumstances. We beliew that our audit provides a reawnable basis for OUI opinion. 

A company’s internal control over rmancial reporling is a process designed to provide reasonable ass-ce 
regarding the reliability of fmancial reporting and the preparation of fmancial statements for external puqmses in 
accordance with generally accepted accounting principles. A company’s internal control over fmancial reponing includes 
those policies and procedures that ( I )  pertain to the maintenance of records that, in reasonable detail, accurately and fairly 
reflect the transactions of the company; (2) provide reasonable assurance that transactions xe recorded as necessary Io 
permit preparation of fmancial statements and related disclosure in accordance with generally accepted accounting 
pnnciples; (3) provide reasonable a s u m c e  that receipts and expenditures of lhe company are being made only in 
accordance with authorizations of management and directors of the wmpany; and (4) provide reasonable assurance 
regardmg preventioo or timely detection of unauthorized acquisition, use, or disposition of the COrnpany’S assets that 
could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. 
Also, prvjectiom of any evaluation of effectiveness to hhre periods are subject to the risk that controls may become 
inadequate because of changes in conditions, or that the degree of cmpliance with the policies or procedures may 
deteriorate. 

In our opinion, management’s assessment that Discovery Holding Company maintained effective internal convOl 
over financial reporting as of December 31,2006, is fairly stated, in all material respects, based on criteria established in 
Internal Corvml - Iiuegraied Framework issued by COSO. Also, in our opinion, Discovery Holding Company main. 
Wed, in all material respects. effective intemal control over financial reporting as of December 31, 2006, based on the 
criteria established in I n t e r n 1  Control -Integrated Fromework issued by COSO. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the consolidated balance sheets of Discovery Holding Company and subsidiaries as of December 31,2006 and 
2005, and the related consolidated statements of operations and comprehensive earnings (loss), cash flows and 
stockholders’ equity for eacb of the years in the three-year period ended December 31, 2006, and our report dated 
February 28, 2037 expressed an unqualificd opinion on those consolidated financial statements. 

KPMF LLP 
Denver, Colorado 
February 28, 2037 

~ . -~ ~~ ~~ 

DHC.I.D.0000763 

...__._ ~ ..-. .,. .,. ..llll.l,.lllll. _I - -. - .~ ,  .. ” .. 



Report of Independent Registered Public Accounting Firm 

Thc Board of Directors and Stockholders 
Discovery Holding Company: 

We have audited the accompanying consolidated balance sheets of Discovery Holding Company and subsidiaries as 
of December 31,2006 and 2005, and the related consolidated statements of operations and compreheosive earnings (loss), 
cash flows and stockholders’ equity for each of the years in the k - y e a r  period ended December 31, 2006. ’These 
consolidated fmancial statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial statements based on om audiu. We did not audit the fmancial statements of 
Discovery Communications, Inc., (a 50 percent owned investee company). The Company’s investment in Discovery 
Communications, hc. at December 31, 2006 and 2005, was $3,129,157,000 and $3,018,622,000, respectively. and its 
equity in eamings of Discovery Communications, Inc. was $103,5B,W, $79,810,000 and $84,011,000 for the years 
ended December 31. 2006.2005 and 2004. respectively. The financial statements of Discovery Communications. Inc. 
were audited by other auditors whose report has been fumiibed to us, and OUT opinion, insofar as it relates to the amounts 
included for Dixovay Communications, Inc., is baxd solely on the report of the o tha  auditors. 

We conducled om audits in accordance with the standards of the Public Company Accounting Oversight Board 
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 
the Gnaocid statements me free of material misstatement. An audit includes examinimg, on a test basis, evidence 
supponing the amounts and disclosures in rhe fmancial statements. An audit also includes assessing the accounting 
principles us4 and sigoScant estimates made by management, as well as evaluafig the overall fmancial statement 
presentation. We believe that OUT audits and the report of the other auditors provide a reasonable basis for our opinion. 

In OUT opinion, b a d  an OUT audits and the report of the other auditors, the consolidated financial statements referred 
to above present fairly, in all material respects, the financial position of Discovery Holding Company and subsidiaies as 
of December 31,2006 and 2005, and the results of their operations and their cash flows for each of the years in the three- 
year period ended December 31, 2006, in confomity with US. generally accepted accounting plinciples. 

As discussed in note 3 to the accompanying consolidated fmandal statements, effective January 1,2006. Discovely 
Holding Company adopted SFAS No. 123R, Share Based Poymenr. 

We also have audited, in  accordance with the standards of the Public Company Accounting Oversight Board (United 
States), the effectiveness oiDiscovery Holding Company’s internal control over fmancial reporting as of December 31, 
2006. based on the criteria established in [nfemal Cordml-1lnregrared Framework issued by the Cornminee of 
Sponsoring Organizations of the Treadway Com.ssion (COSO), and ow report dated February 28, 2007 expressed 
an unqualified opinion on management’s aSsessment of. and the effective operation of, internal control over fmancial 
reponing. 

Denver, Colorado 
February 28, 2007 

KF’MG LLP 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Consolidated Statements of Operations and Comprehensive Earnings (Loss) 
Sam Eodd Deaembv 31, 

2006 ms m 4  
smm& io Ihmssodr, 

ex-1 pv share smomots 

--- 

.... . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $688.087 694,509 631,215 

Cost of services . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  454,482 445,839 380,290 

~ - _ _  Net revenue. . 

operating expenses: 

o n . .  . . .  177,366 174,428 155,905 
Depreciation and amortization . . . .  _ _ .  , . , . 67,929 76,377 77,605 
Rermucturing and other charges (note E). . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,092 4.1 12 
Loss (gain) no sale of operaring assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2,047) (4,845) 429 
Impairment of goodwill (note 7). 

- 

51 

803,224 695,911 614,280 

Operating income (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (115,137) (1,402) 16,935 

- .. . . . . . . . . . . . .  93,402 ~-~ 
_ _ ~ -  

Other income: 
S h m  of earnings of Discovery (note 5 )  ..................... 103,588 79,810 E4.011 
other, net. . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  132 9,481 3,704 - 

113,069 83,514 84,143 
~ _ _  
~-~ 

Earnings (loss) before income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2,068) 82,112 101,078 
Income tax expense (note 10). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (48,836) (34,970) (43,942) 

Net earnings (loss). . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (46,010) 33,276 66,108 

Unrealized holding gains (losses) arising during the period (148) 651 (1.162) 
Other comprehensive earnings (loss), net of hxes (note 13): 

. . .  . . . . . . . . . . . . . .  17,922 (14,821) 6,797 Foreign currency tlanslation adjuSUnentS. -~ 
...... . . . . . . . . . . . . . . . . . .  17,774 (14,170) 5,635 Other compreheosive eamings (loss) ~~ 

$ (28,236) 19.106 71,743 Comprehensive earnings (loss) 

Basic and diluted eamings (loss) per c o m o n  share (note 3). . . . . . . . . . . . . . . .  $ (0.16) 0.12 0.24 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _ _ ~ -  
~ _ _ -  

See accompanying notes to wnsnlidated financial statements. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Consolidated Statements of Cash Flows 
l’m Ended Decrmbrr 31 

PmouoIs in thounodr 
(see w(e 4) 

2w5 2004 - -- 
Cash flows from operaring activities: 

Net earnings (loss) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (46,010) 33,276 66.108 
Adjustments to reconde net earnings 00s) lo net cash provided by operating 

activities: 
Depreciation and amorIization . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67,929 76,377 17,605 

1,817 4,383 2,775 

Share of earnings of Discovery . . 

Deferred income tax expense. . . . . . . . . . . . . . . . . . . . . . . .  . . _ . _ .  42.115 50,363 31,692 

Changes in assets and liabilities (net of acquisitions): 
Trade receivables. . . . . . . . . . . . . . . .  (9.718) 16,237 (36,405) 

. . . .  . .  1,345 10,804 (6,631) 

Payables and other liabilities ................................... 27,683 (19,516) 32,432 

73,633 85,291 84,322 _ _ - -  Net cash provided by operating activities 

Cash flows fmm investing activities: 
. . . . . . . . . . . .  Capital expenditures . . . . .  . . .  (77,541) (90,526) (49,292) 

. . . .  (44.238) Cash paid for acquisitions, net of cash acquired 
Net sales (purchases) of marketable securities ........................ (51,837) 12,800 (12.800) 

5,697 15,374 3,978 

- 

Other investing activities, net . . . . . . . . . . . . . . .  992 ~ (394) ___ 73 
~ 

(169,482) (62,746) (102,279) 

- 206,044 30,999 
Cash flows from financing activities: 

Net cash transfers from Likrty . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net cash from option exercises . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Payments of loog-tern debt and capital lease obligations (7) (12) 
Other financing activities. net . . . . . . . . . . . . .  - 134 

- - 279 
- 
- -- 

... . . . . . . . . . . . . . .  272 206,166 30,999 Net cash provided by financing activities 

Cash and cash equivalents at beginning of year . . . .  . . . . . . . . . . . . . . . . . .  250.352 21,641 8.599 
Cash and cash equivalents at end of year. . . . . . . . . . . . . . . . . . . .  $ 154,775 250,352 21,641 

- _ _  
N& inn- (decrease) in cash m d  cash equivalents.. . . . . . . . . . . . . . .  (95,577) 228,111 13,042 

_ _ -  

See accompanying notes to consolidated financial statements. 
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B a l m ~  at Ianuuy 1 . 2 W  . . . . . . . . . .  
M, S""S'. . . . . . . . . . . . . . .  
ahcr  S0mprck"Y"e d g r .  . . .  
Sfal; "mpsnsatjoo . . . . . . . . . . . . .  

hon L l l  ("me 51. . . . . . .  
we, cash *nsrSrs from t i k n y .  . . . . .  

Rcallacuion of murpiiw Icud smdwill 

Balance 11 Drccmhsr 31,2034. . . . . . . .  
N a  s ~ u n g r .  . . . . . . . . . . . . . . . .  
a h a  cornprsknsivc loss . . . . . . .  
Sla l ;  "mp& . . . . . . . . . . . .  
Ncr cash sansrm horn tibsny . . ~ . 
Chms io +tdimtion in c m n d i r a  

wilh spin off ("at 2) . . . . . . . .  
S,& opim cxcrsisrr . . . . . . .  

Balmncc at Dccunk 3 1 , m  . . . . . . .  
Nc, I O I I . .  . . . . . . . . . . . . . . .  
Olhu c~mprsbcnrivc h g r .  . . .  

Conversion d Ssdss B Io Scder A. 
S t d  C 0 m p s n r a t i . m  . . . . . . . . . . .  

S,& .+on crucircr. . . . . . . . .  

Bai-afD~unhsr31. WM . . ~ 

- 5.490.799 (1137.205) 
- - 65108 

- 2.268 - 
- - - 

4.260.269 
66.108 

5,635 
2.268 

(18.Wol 
30.999 

4.347279 
33,276 

(14.1701 
2862 

206.044 

- 

- 

134 

4,575,425 
(46.010) 
17,774 
1.796 

- 

- 
219 - 

4,519.264 
~ 

See accompan)mg notes to consolidated financial statements 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements 
December 31,2006,2005 and 2004 

(1) Basis 01 Presentation 

TIE accompanying consolidated financial statements of Discovery Holding Company (“DHC or h e  “Company’? 
represent a combination of the historical fmancial information of ( I )  Ascent Media Group, LLC (“Ascent Media”), a 
wholly-owned subsidiary of L i h t y ,  and Liberty’s 50% ownership interest in Discovery for periods prior to the July 21, 
2005 consummatiou of the spin off transaction (“the Spin Off? described in note 2 and (2) DHC and its consolidated 
subsidiaries (including its 50% share of Discovery’s &gs) for the period following such dare. The Spin Off has been 
accounted for at historical cost due to the pro mta nature of the distribution. Accordingly, DHC’s historical fmancial 
statemen& are presented in a manner similar to a pol ing of interests. 

Ascent Media is comprised of two operating segments. Ascent Media’s creative services group provides services 
necessary lo complete the creation of original content, including feature films, --series, television shows, television 
commercials, music videos. promotional and identity campaigns, and corporate communications programming. The 
group manipulates or enhances original visual images 01 audio captured in plincipal photography or creates new three 
dimensional images, animation sequences. or sound effects. In Aditio& the creative services group provides a full 
complement of facilities and services necessary to optimize. archive, manage and repurpose completed media assets for 
global dismbution via freight, satellite, fiber, and the Internet. The nenvorks services group provides the facilities and 
services necessary to assemble and distribute programming content for cable and broadcast networks via fiber, satellite, 
and the Internet to viewers in North America Europe, and Asia Additionally, the networks services group provides 
systems integration, design, consulting, engineering and project management services. 

Subsrantially all of the assets of AccentHedth, LLC were aquired by a subsidiary of DHC in January 2W, and are 
included as part of the network services group for fmancial reporting purposes. AccentHealth operates an adverfising- 
supported captive audience television network in  doctor office waiting m m s  nationwide. 

Discovery is a global media and entertainment company that provides original and purchased cable and satellite 
television programming in the Unired Srates and over 170 other countries. Discovery also develops and sells branded 
commerce and educational product lines in the United States. 

The preparation of financial statements in conformity with US. generally accepted accounting principles (“GAAP”) 
requires management to make estimates and assumptions that affect the reported amounts of revenue and expenses for 
each reporting period. The significant estimates made in preparation of the Company’s consolidated financial statements 
primady relate to valuation of goodwill, other intangible assets, long-lived assets. deferred lax assets, and the amount of 
the allowance for doubI€ul accounts. A C N ~  results could differ from the estimates upon which the carrying valnes were 
based. 

(2) Spin Off Transaction 

Onluly 21,2005 (the“SpinOffDate”).LibertycompletedUlespinoffafthecapitalstockofDHC.IheSpinOff was 
effected as a dividend by Liberty to holders of its Series A and Series B common stock of shares of DHC Series A and 
Series B common stock, respectively. HoldersofLiberry common stockon July 15,2005 received 0.lOofashare of DHC 
Serier A common stock for each share of Liberty Series A common stock owned and 0.10 of a share of DHC Series B 
c o m o n  stock for each share of Liberty Series B common stock owned. Approximately 268.1 million shares of DHC 
Series Acommon stockand 12.1 mlllionsharesofDHCSeriesB c o m m n  stockwereissuedintheSpinOff.TheSpinOff 
did not involve the payment ofany consideration by the holders of Liberty common stock and is intended to qualify as a 
tax-free transaction. 

~- I rd&t ion  to Ascent Media and its invesment in Discovery, Liberty vansferred $200 million in cash to a subsidiary 
of DHC prior to the Spin Off. 

Following the Spin Off. the Company and Liberty opnate independently, and neither has any stock ownership, 
beneficial or otherwise, in the other. In connection with the Spin Off, the Company and Liberty entered into certain 
agreements in order to govern certain of the ongoing relationships between the Company and Liberty &er the Spin Off 
and to provide for an orderly bansition. These agreements include a Reorganization Agreement, a Savices Agreement 
and a Tax Sharing Agreement. 

The Reorganization Agreement provides for, among other things, the principl capor;ue transactions required to 
effect the Spin Off and cross indemnities. Pursuant to the Services Agreement, Liberty provides the Company with office 

11-22 

DHC.I.D.0000769 

...~. -. -. - -^-I_ ..- ”. . - - - - . . ~- . . . _i . I -. 



DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 
Notes to Consolidated Financial Statements - (Continued) 

space and certain general and adminisIrarive services including legal, m. accounting, treasury and investor relations 
support. The Company reimburses Liberty for direct, out-of-pocket expenses incurred by Liberty in providing these 
services and for the Company's allocable portion of costs associated with any shared sewices or personnel. LibRty and 
DHC have agreed that they will review cost allocations every six months and adjust such charges, if appropriate. 

Under the Tax Shaing Agreement. Liberty is generally responsible for US. federal, stale. local and foreign income 
faxes reported on a consolidated, combined or uuitaq r e m  that includes the Company or one of its subsidiaries and 
Liberty M one of its subsidiaries. The Company is responsible for all other taxes that are attributable to the Company or 
one of its subsidiaries, whether a C C N h g  before, on or after the Spin Off. The Tax Sharing Agreement requires mat the 
Company will not Ldce, 01 fail to take, any action where such action, or failure to acl, would be inconsistent with or 
prohibit the Spin Off from qualifying as a Iax-Gee wansaction. Moreover, the Company has indemnified Liberty f a  any 
loss resulting from (i) such action or failure to act or (ii) any agreemenl, understanding, arrangement or substantial 
negotiations entered into by DHC prior to the day after the first anniversary of the Spin Off, with respect to any tansaction 
pursuant to which any of the other shareholden of Discovery would acquire shares of, 01 other interests in DHC's capital 
stock, in each case relating to the qualification of the Spin Off as a --free transaction. As of December 3 1,2006, no such 
loss has been incurred. 

(3) Summary of SignMcant Accounting Policies 

Cash and Cash E q u i d e n f s  

The Company considers investments with original purchased matunlies of three months or less to be cash 
equivalents. 

Tmde Receiwbler 

Trade receivables are shown net of an allowance based on historical collection trends and management's judgment 
regarding the collectibility of these accounts. These collection trends, as well as prevailing and anticipated economic 
conditions, are rautioely monitored by management, and any adjustments required are reflected in current operations. n e  
allowance for doubtful accounts as of December 31, 2006 and 2005 was $9,045,000 and $7,708,000, respectively. 

A summary of activity in the allowance for doubtful accounts is as follows: 
Bdsoce C h a d  

2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 7,708 1,023 __ 314 - 9,045 - __ - - 
~ - ~ ~ __ 

2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $12.104 (619) (2,443) - (1,334) - 7,708 
~ __ - ~ __ ~ 

2004. 

Comenlration of Credil Risk and SignifEmf Customen 

For the years ended Drcember 31, 2006, 2005 and 2004, no single customer accounted for more than 10% of 
coosolidated revenue. 

~ ~~ 

Invesbnenf in Discovery 
~ 

-. 

DHC accounts fM its 50% ownership interest in Discovery using the equity method of accounting. Under this 
method the investment originally recorded at cost, is adjusted to recognize the Company's share of the net earnings M 
losses of Discovery as they occur, rather than as dividends or other distributions arc received. The excess of the 
Company's canying value over its proportionate share of Discovery's equity is accounted for as equity method goodwill, 
and accordingly. is not amortized. but periodically reviewed for impairmenl. 

Changes in the Company's proportionate share of the underlying equity of Discovery which result from the issuance 
of additional equity secmities by Discovery are recognired as increases 01 decreases in stackholders' equity. No such 
adjustments were recorded during the three years ended December 31,2006. 
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The Company periodically compares the canying value of its investment in Discovery to its estimated fair value to 
determine if there are any other-than-temporary declines in value, which would require an adjustment in the staiement of 
oprratioos. estimated fair value of the investment in Discovery exceeds its canying value for all periods presented. 

 proper^ and Equipment 

F’ropeny and equipment are carried at cost and depreciated using the straight-line method over the estimated useful 
lives of the assets. Leasehold improvements are amortized over the shorter of their estimated useful lives or the term of the 
underlying lease. Estimated useful lives hy class of asset are as follows: 

Buildiogs . . . . . . . . . . . . . . . . . . . . . . . . . .  
Leasehold improvements . . . . .  
Furniture and fixtures. . . . . . . .  
Computers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 years 

15 years or lease Ierm, if shorter 

Machinery and equipment . . . . . . . . . . . . . . . . . .  5107yearS 

Depreciation expense for property and equipment was $66,435.000, $74,605,000 and $74,986,000 for the years 
ended December 31, 2006. 2005 and 2004, respectively. 

Goodwill 

The Company accounts far its gwdwiU pursuant to the provisions of SFAS No. 142, Goodwill and Other Intangible 
Assets (“SFAS No. 142”). In accordance with SFAS No. 142. goodwill is uot amortized. hut is tested for impairment 
annually and whenever events or changes in circumstances indicate that the carrying value may not be recoverable. 

SFAS No. 142 requires the Company to consider equity method affiliates ar separate reponing units. As a result, 
$1,771 ,ooO,ooO of DHC‘s enterprise-level goodwill balance has been allaated IO a separate reporting unit which includes 
only its investment in Discovery. ’Ibis allocation is performed for gwdwill impairment teslmg purposes only and does not 
change the reported carrying value of the investment. However, to the extent that all OT a portion of an equity method 
investment which is part of a reporting unit containing allocated gmdwill is disposed of in the future, the allocated portion 
of gaodwill will be relieved and included in the calculation of the gain or loss on disposal. 

Other Infangible Assefs 

In accordance with SFAS No. 142, amortizable other intangible asse~s are amortized on a straight-line basis over 
their estimated useful lives of four to five years. and are renewed for impairment in accordance with SFAS No. 144, 
Accounting for  Impairment or Disposal of Long-Lived Assets (“SFAS No. IW). 

Long-Lived Assets 

In accordance with SFAS No. 144, management reviews the realizability of its long-lived assets whenever events or 
changes in circumstances indicate that the carrying amount of an asset may not be recoverable. In evaluating the value and 
future benefits of long-term assets, their canying value is compared to management’sbest estimate ofundiscounted fume 
cash flows over the remaining economic life. If such assets are considered to be impaired, the impairment to be recognized 
is measured by the amount by which the carrying value of the assets exceeds the estimated fair value of the assets. 

Foreign Currency Translarion 
. . .  

~~ # currencies. Assets and 
liabilities of foreign operations are translated into US. dollars using exchange rates on the h a h c e  sheet date, and 
revemes and expenses are hanslated into US. dollars using average exchange rates for the period. n e  effects of the 
foreign currency translation adjustments are deferred and are included in stockholder equity as a component of 
accumulated other comprehensive earnings (loss). 

Revenue Recognition 

Revenue h o r n  post-production and certain dismbution related services is remgnized when services are provided. 
Revenue on other long-term contacts is recorded on the hasis of the estimated percentage of completion of individual 
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c o o m t s .  Percentage of completion is calculated based upon actual labor and equipment costs incurred compared to total 
forecasted costs for the contract. Estimated losses on long-tern contracts are recognized in the period in which a loss 
becomes evident. 

Prepayments received for services to be performed at a later date are reflected in the consolidated balance sheets as 
deferred revenue until such services arc provided. 

Income Tares 

The Company accounts for income taxes under Statement of Financial Accounting Slandards No. 109, Accounting 
for Income Tares (“SFAS No. 109”). SFAS No. 109 is an asset and liability approach that requires the recognition of 
deferred tax assets and liabilities for the expected future tax consequences of events that have been recognized in the 
Company’s consolidated fmancial statements or tax rehlms. In estimating funve tax consequences, SFAS No. 109 
geoerally considers all expected future events other than proposed changes in the tax law or rates. 

AdvenTsing Cosfs 

Advertising costs generally are expensed as incurred. Advenising expense aggrcgated $3,990,000, $3,465.W and 
$3,303,000 for the years ended December 31, 2006. 2005 and 2004, respectively. 

Stock-Based Cornpensarion 

As a result of the Spin Off and related adjustments to Liberty’s stock incentive awards, options (“Spin Off DHC 
Awards”) to acquire an aggregate of approximately 2.0 million shares of DHC Series A common stock and 3.0 million 
shares of DHC Series B common stock were issued to employees ofliberty. In addition, employees of Ascent Media who 
held stock options or stock appreciation rights (“SARs”) to acquire shares of Liberty comnwn stock prior to the Spin Off 
continue to hold such options. Pursuant to the Reorganization Agreement, DHC is responsible for all stock options related 
to DHC common stock, and Liberty is responsible for all incentive awards related to Libefiy common stock. Notwitb- 
standing the foregoing, the Company records stock-based compensation for all stock incentive awards held by DHC‘s and 
its subsidiaries’ employees regardless of whether such awards relate to DHC common stock or Liberty common stock. 
Any stock-based compensation recorded by DHC with respect to Liberty stock incentive awards is treated as a capital 
transaction with the offset to stock-based compensation expense reflected as an adjustment of additional paid-in capital. 

In December 2004, the Financial Accounting Standards Board issued Statement of Fmancial Accounting Standards 
No. 123 (revised 2004). “Share-Based Payments” (“Statement 123R’). Statement 123R, which is arevision of Statement 
of Financial Accounting Standards No. 123, “Accounring for Stock-Based Cornpensarion” (“Statement 123”) and 
supersedes Accounting Priociples Board Opinion No. 25, “Accounring for Stock Issued to Employees” CAPB Opinion 
No. 25”), establishes standards for the accounting for transactions in which an entity exchanges its equity insrmments for 
goods 01 services. primarily focusing on msact ions in which an entity obtains employee services. Statement 123R 
generally requires companies to measure the cost of employee services received in exchange for an award of equity 
insrmments (such as stock options and restricted stock) based on the grantdate fair value of the award, and to recognize 
that cost over the pericd during which the employee is required to provide service (usually the vesting pericd of the 
award). Statement 123R also requires companies to measure the cost of employee services received in exchange for an 
award of liability instruments (such as stockappreciation rights that will be s d e d  in cash) based on the current fair value 
of the award, and to remeasure the fair value of the award at each reporting date. 

The Company adopted Statement 123R effective January 1, 2006. Tbe provisions of Statement 123R allow 
1 which Statement 123 

was effective. The Company has adopted Statement l23R using the modified prospective method. and the impact of 
adoption was not material. 

Liberty calculated the grant-date fair value for all of its awards using the Black-Scboles Model. Liberty calculated 
the expected term of the awards using the methodology included in SIX Staff Accounting Bulletin No. 107. The volatility 
used in the calculation is based 00 thc implied volatility ofpublicly haded Liberty options with a similar term (generally 
208.218). Liberty uses the risk-free rate for Treasury Bonds with a tem similar to that of the subject options and has 
assumed a dividend rate of zero. The Company has allaated the grantdate fair value of the Liberty awards to the Spin Off 
DHC Awards based on the relative trading prices of DHC and Liberty common stock after the Spin Off. 
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%or to the adoption of Statement 123R, the Company applied the inhinsic-value-based method of accounting 
prescribed by APB Opinion No. 25, to account for its fixed-plan stock options. Under this method, compensation expense 
was recorded on the date of grant only if the current market price of the underlying stock exceeded the exercise price and 
was recognized on a straight-line basis over the vesting period. 

The following table illustrates the effect on net eamings for the years ended December 31,2005 and 2M)4 as if the 
fair-value-based method of Statement 123R had been applied to all ouuranding and unvested awards. Compensation 
expense for SARs  was the same under APB Opinion No. 25 and Statement 123R. Accordingly, no pm forma adjushnent 
for such awards is included in the following table. 

Y-EodcdDrrembrr 31, 
m5 2w4 
amovofr io U ~ +  

crcrpt per sham B m o Y D l l  

Net earnings. as reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  533,276 66,108 
Add: 

~ ~ 

Stockbased employee comFnWion expense included in reported net earnings, 
net oftaxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.309 2,268 

Deduct: 
Stock-based employee compensation expense determined under fair value h a d  

method for all awards, net of taxes .. (8,247) (6,247) 
. . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  62,129 pro forma net earnings $27,338 - 

~ = 
Pro forma basic and diluted earnings per common share: 

As reported . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ . I2  = .24 - 
Pro forma for fair value stock compsnsation . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ .IO ~ .22 

~ 

~ ~ 

Earnings (Loss) Per Common Shme 

Basic earnings (loss) per common share (“EPS”) is computed by dividing net earnings (loss) by the weighted average 
ouinber of common shares outstanding for the period. EPS in the accompanying consolidated statements of operations is 
hasedon(1)280,199,000shares, whichisthenumberofsharesissuedintheSpinOff,forallperiodspriortotheSpinOff 
and (2) the actual number of shares oustanding for all periods subsequent to the Spin Off. The weighted average 
outstanding shares for the years ended December 31, 2006 and 2W5 were 279,951,000 and 279,557,000, respectively. 
Dilutive EPS presents the dilutive effect on a per shares hasis of potential common shares as if they bad been converted at 
the beginning of the periods presented. Due to the relative insignificance of the dilutive securities in 2006 and 2005. their 
inclusion does not impact the EPS amount as reporIed in the accompanying consolidated statements of operations. 

Estimates 

The preparation of the consolidated fmancial statements in conformity with generally accepted accounting 
principles in the United States of America (‘GAAF’’) requires management to make estimates and assumptions that 
affect the repnted m u n &  of revenue and expenses for each reporting period. The significant estimates made in 
preparation of the Company’s consolidated financial statemenu primarily relate to valuation of goodwill, other intangible 
assets. long-lived assets. deferred tax assets, and the amount of the allowance for doubtful accounts. Aclual results could 
differ fmm the estimates upon which the carrying values were based. 

~ 
~ ~~. ~~ 

Recenl Accounhg Pronouncements 

The Fmancial Accounting Standards Board (“FASB) has issued interpretation No. 48, “Accounting for Uncertainty 
in Income Taxes - An Interpretation of FASB Statement No. 109” (“FIN 48”). regarding accounting for, and disclosure 
of, uncertain tax positions. FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprise’s 
financial sfatemenu in accordance with FASB Statement No. 109, “Accounting for lncome Taxes.” FIN 48 presaibes a 
recognition threshold and m-UIement attribute for the fmancial statement recognition and measurement of a tax 
position taken or expected to be taken in a lax r e m .  FIN 48 also provides guidance on derecognition, classification. 
inierest and penalties, accounting for interim periods, disclosure and traosition. FIN 48 is effective for fiscal years 
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beginning after December 15,2006. The Company is in the process of evaluating the polential impact of the adoption of 
FIN 48 on its consolidated balance sheet and statemenls of operations and comprehensive earnings (loss), and does not 
belrcve this adoption will have a material impact. 

(4) Supplemental Disclosure oi Cash Flow Information 

Cash paid for acquisitions: 
FaU value of assets acquired . . . . . .  $48,264 - 60,950 
Net liabilities assumed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,471) - (17.073) 
Deferred tax liability. - - - __ 

Cash paid for acquisitions, net of cash acquired . . . . . . . . . . . . . . . . . .  e - 44.238 

Cash paid dulvlg the year far income taxes. ........................ %1,871 1,190 1,916 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 361 

- = -  

- - -  

( 5 )  Investment in Discovery 

The Company has a50% ownenhip interest in Discovery and accounts for its investment using the equity method of 
accounting. Discovery is a global media and entertainment company, that provides original and purchased video 
programming in the United States and over 170 other countries. Discovery also develops and sells branded commerce and 
educational product lines in the United States. 

DHC’s carrying value for Discovery was $3,129,157,000 at December 31,2006. In addition, as described in note 7. 
$1,771,ooO,ooO of enterprise-level goodwill has been allocated to the investment in Discovery. 

Prior to the Spin Off, it was necessary for Libem to periodically reallocate its enterprise level goodwill due to 
changes in reporting units caused by transactions or by internal reorganizations. These reallocation adjusiments were 
made based on the relative fa& valuer of the remaining reporting units in accordance with SFAS No. 142. As B result, there 
was an $18,ooO,ooO adjustment to the enterprise level goodwill allocated to DHC in 2004. Such adjustment is reflected in 
DHCs consolidated statement of stockholders’ equity. 

Summarized fmancial information for Discovery is as follows: 

Consolidated Balance Sheets 

emmots io lbolunod. 

Cash and cash equivalents ................................. $ 52,263 34,491 
Other m e n 1  assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  918,373 796,878 
Property and equipment, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  424,041 397,578 
Goodwill and intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  472,939 397,927 
Programming rights, long tern.. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,253,553 1,175,938 

~~ 

Other assets.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  255,384 371.758 
Total assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $3,376,553 3 1 1  17- 

_. -~ 

Current liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 734,524 692,465 
Long-term debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,633,237 2,590,440 
Other liabhties ......................................... 175,255 101,571 
Mandatorily redeemable equity in subsidiaries . . . . . . . . . . . . . . . . . .  94,825 272,502 
Stockholders’ deficit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (261,288) 1482,358) 
Total liabilities and stockholden’ deficil ..................... $3,376,553 3.174,620 
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Consolidated Statements of Operations 
Years Ended k m b e r  3 1  

srmoootr in thoolande 
2w6 m -  200( 

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  IE 3,012,988 2,671.754 2,365,346 
Operating expenses.. . . . . . . . . . . . . . . . . . . . . . . . . .  (1,120,377) (979,765) (846,316) 
Selling, general and administrative. . . . . . . . . . . . . . . .  (1,170,187) (1,005,351) (856,340) 
Equity-based compensation . . . . . . . . . . . . . . . . . . . . .  (39,233) (49,465) (71,515) 
Depreciation and amortization . . . . . . . . . . . . . . . . . . .  (133,634) (123,209) (129,011) 
Gain 0” sale of patent - - 22,007 

Operating income . . . . . . . . . . . . . . . . . . . . . . . . . .  549,557 513,964 484,171 
Interest expense. . .  (194,227) (184,575) (167,420) 

28,634 (7,426) (6,930) 
Income tax expense. . . . . . . . . . . . . . . . . . . . . . . . . . .  (176,788) (162,343) (141.799) 

Net eamings . . . . . . . . . . . . . . . . . . . . . .  . . . . .  $ ZJ37.176 159,620 168,022 
DHC‘s share of net earnings . . . . . . . . . . . . . . . . . . . .  $ 103,588 79,810 - 84,011 

(6) Property and Equipment 

During the year ended December 31, 2006. the Company retired approximated $95 million of fully depreciated 
property and equipment. Property and equipment at December 31, 2006 and 2005 consist of the following: 

Property and equipment, net: 
Land . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 42,336 48,365 
Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  217,210 186,389 
Equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  192,208 215,595 

451,754 450,349 
Accumulated depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (170,979) (194,lar) 

S 280,775 256.245 -- 

(7) Goodwill and Other Intangible Assets 

The following table provides the activity and balances of goodwill: 
Cmtirc h’r1rork 

Net balance at laouary 1, 2005.. . . . . . . . . . . . . . . . . . .  $203,727 163,719 1,771,000 2,135,446 
.................... (1,928) Foreign exchange and other (726) (1,202) - 

Nethalanceam ember 31.2005.. . .  . ~ .  . . . . . . . . . .  200,001 162,517 1,771,000 2,133,518 
Acquisition of AccentHealth, LLL . . . . . . . . . . . . . . .  - 32,224 - 32,224 
Goodwill impairment . . . . . . . . . . . . . . . . . . . . . . . . .  (93,402) - - (93,402) 

.................... 5449 Foreign exchange and other - 2,449 - 

_ _ _ _ ~ -  

Net balance at December 31,2006.. . . . . . . . . . . . . . . .  $106,599 197,190 1.771,Mx) 2,074,769 

On August 18,2006, Ascent Media announced that it intended to seeamline its structure into two global opemtmg 
divisions - creative services group and network services p u p  - to better align Ascat Media’s organization with the 
company’s suategic goals and to respond to changes within the industry driven by technology and customer requirements. 
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The operations of the media management services group were realigned with the other two groups and the realignment 
was completed in the fourth quwer of 2006. 

As technology and customer requirements drove changes in this indnstry, revenue and opaating cash flows had been 
declining for this p u p .  As a resuit of the restructuring and the declining f w c i a l  performance of the media management 
services group, including ongoing operaling losses, the medii management services group was tested for goodwill 
impairment in the third quarter of 2006, prior to DHC‘s annual goodwill valuation assessment of the entire company. DHC 
estimated the fair value of that reporhg unit principally hy using Inding multiples of revenue and operating cash flows of 
similar companies in the industry. In September 2006, Ascent Media recognized a goodwill impairment loss for the media 
management services group of $93,402,000, which represents the excess of the carrying value over the implied fair value 
of such goodwill 

Included in other asses at December 3 I ,  2006 are amortizable intangibles with a net bmk value of $5.71 1,ooO and 
tradename intangihles (which are not subject to amortization) of $6,040,000. 

For the years ended December 31, 2006, 2005 and 2004, the Company recorded $1,494,000, $1,572,000 and 
$2,6i9,W, respectively, of amortization expense for other intangible asses. 

(8) Restructuring Chargges 

During 2006 and 2005, the Company completed cMain resmucturing activities designed to impmve operating 
efficiencies and to strengthen its competitive position in the marketplace primarily through cost and expense reductions. 
In connection with these integration and consolidation initiatives., the Company recorded charges of $I2,092,Mx) and 
$ 4 1  12,000, respectively. The 2006 restructuring charge related p r i k l y  to severance in the Corporate and other group in 
the United States and United k g d o m  and lo the closure of facilities in the United Kingdom. me 2005 ~ ~ S I N C N I ~ I I ~  

charge relates primarily to the closure and consolidation of facilities in  the United Kingdom. 

The following table provides the activity and balances of the resttuctunng resme. 

Excess facility costs D w m t e r  31, 2004 . . . . . . . . . . . . . . . .  ‘$3,377 - - (7SS) 25s9 

Excess facility costs December 31,2005 . . . . . . . . . . . . . . . .  s2,5s9 4.1 12 (2.718) 3,983 
= =  - -  - -  - -  

Severance, . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  155 9,005 (2396) 6,264 
Excess facility costs.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,828 3,087 (2,251) 4,664 

Decemkr31, 2 0 0 6 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  9;3,983 12.092 (5,147) 10,928 - -  - -  

(9) Acquisitions 

AecentHedIh 

Effective January 27, 2006, one of DHC‘s subsidiaries acquired substantially all of the assets of AccentHealth, 
LLC’s (“AccentHealW) healthcare media business fM cash consideration of s46,793,000. AccentHealth operates an 

recorded goodwill of 532,224,000 and other intangible asses of 39,800,000 in connection with this acquisition. Other 
inmgible assets are included io Other assets, net on the consolidated balance sheets. n e  excess purchase price over the 
fair value of asses acquired is atlribubble to the growth potential of AccentHealth and expected compatibility with 
Ascent Media’s existing network services group. 

. .  
~ . .  in doctor office waiting m m s  nationwide. The Company 

For financial reporting p u p s e s .  the acquisition is deemed to have occurred on February 1,2006, and the resulu of 
operations of AccentHealth have been included in DHC‘s consolidated resuls as a pan of the nelwork services p u p  
since the date of acquisition. On a pm forma basis, the results of operations of AccentHealth are not signficant IO those of 
DHC. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARlES 

Notes lo  Consolidated Financial Statements -(Continued) 

London PIayoul Centre 

On March 12,2004. pursuant to an Agreement for the Sale and Purchase, Ascent Media acquired all of the issued 
share capital of London Playout Centre Limited (“LPC‘) from an independent third parry for a purchase price of 
$3h,573,WO paid at closing. LPC is a UK-based television channel origination facility. The purchase was funded, in part, 
by proceeds fmm Liberty. me fmancial position and results of operations of LPC have been consolidated since the date of 
acquisition. 

(lo) Income Taxes 

Deferred income fax assets and liabilities are computed annually for differences between the fmancial statement and 
tax bases of assets and liabilities that will result in taxable or deductible amounts in the future. Such deferred income tax 
asset and liability computations are based on enacted tax laws and rates applicable to periods in which the differences are 
expected to affect taxable income. Valuation allowaoces are established when necessary to reduce deferred tax assets to 
the amount expected to be realized. Income tax expense is the tax payable or refundable for the period plus or minus the 
change d-g the period in deferred fax assets and liabilities. Income tax benefit (expense) is as follows: 

Current: 
Federal . . . . . . . . . .  . . . . . . . . .  S (1,015) 
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,340) (637) 502 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  528 2,164 (3,780) Foreign 

Current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,827) 1.527 (3,278) 

Deferred 
Federal ......................... (33,711) (26,402) (25,221) 
State . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (7,250) (20,743) (7,774) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,154) (3,218) 1,303 Foreign 

. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  (42,115) (50,363) (31,692) 

- - 

_ _ - ~  
~ 

-- 
~~~ 

D e f e d . .  

Total tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  K43.942) (48,836) (34,970) _ _ _ _ _ ~  
Components of pretax income (loss) are as follows: 

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  rE 16.761 76,907 96,470 
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (18,829) 5,205 4,608 

$ (2,068) 82,112 101,078 - _ _ -  _ _ - -  
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements -(Continued) 

h o m e  tax benefit (expense) differs from the amonnb computed by applying the U.S. federal income tax rate of 35% 
as a result of the following: 

1'- Ended Drt rmba 31, 
m 2005 tw4 

amaonlr in tboursrdl 
--- 

Computed expected tax benefit (expense) ........................ 
Stare and loral income tares. net of federal income taxes . . . . . . . . . . . .  
Change in valuation allowance affecting tax expense. . . . . . . . . . . . . . . .  
Goodwill impairment not deductible for tax purposes . . . . . . . . . . . . . . .  
Nondeductible expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in estimated stare tax rate. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other,"et . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Income tax expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

$ 724 
(4,477) 
(8,711) 

(26,655) 
(2,273) 
- 

(2,550) 

- 

(35,377) 
(5,311) 
3,575 
- 

(476) 

2,619 

(34,970) 

- 
- 
- 

Components of deferred tax assets and liabilities as of December 31 me as follows: 

Current assets: 
Accounts receivable reserves . . . . . . . . . . . . . . . . . . . . . .  . . .  $ 3,572 2.350 
Accmed liabilities . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,821 14,676 

16,393 17,026 

Noncurrent arseu: 
Net operating loss carryforwards. . . . . . . . . . . . . . . .  61.956 59.064 
Property and equipment . . . . . . . . . . . . . . . . . . . . . . . . .  2,743 4,771 
Intangibk a~sels .  . . .  9,497 8,249 
other . . . . . . . . . . . . . . . . . . . . . .  5,784 5,506 

79,980 77,590 
Total deferred tax a~scts. gross . . . . . . . . .  96,373 94,616 
Valuation allowance (96.223) (91,235) . . . . . . . . . . . . . . . . . . . . . . . .  
Total deferred tax assets, net. . . . . . . . . . . . . . . . . . . .  150 3,381 

Prepaid expenses . . . . . . . . . . . . . . . . . . .  (139) (818) 
(1,622) (3,010) Other. . .  . . . . . . . . . . . . . . . . . . .  
(1,761) (3,828) 

Investments . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,174,744) (1,131,058) 

( I ,  176,505) (1,134,886) 
Nel deferred tax liability. . . . . . . . . .  . . . . . . . . . . . . . . .  %(1,176,355) (1.131,505) 

Current liabilities: 

Noncumnt liabilities: 

. . . . . . . . . . . . . . . . . . . . . . . . . .  Total deferred tax liabilities 

-. 
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DISCOVERY HOLDING COMPANY AND SUBSIDL4RlES 

Notes to Consolidated Financial Statements - (Continued) 

The Company's deferred tax assets and liabilities are reported in the accompanying consolidated balance sheets as 
follows: 

Cwent deferred tax liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 1,761 3,828 
h u g - t e r n  deferred tax liabilities, net of deferred tax assets. . . . . . . . . . . . . . . .  1,174,594 1,127,677 

Net deferred tax liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $1,176,355 1.131,505 

At December 31, 2006. the Company has $76,080,000 and $482,579,000 in net operating loss carryforwards for 
federal and state tax purposes, respectively. These net operating losses expire, for federal purposes, as follows: $6,836,000 
in 2021; $61,542,000 in 2022 and $7,702,000 in 2025. Ihc state net opnating losses expire at various times from 2013 
through 2025. In addition, the Company has $751,000 of federal income tax credits, which may be carried forward 
indrfdtely. The Company has $2,584,000 of State income tax credits, of which $2,342,000 will expire in the year 2012. 

During the current year, management has determined that it is more likely than not that the Company will not rea l i i  
the tax benefits associated with certain cumulative net opaating loss carryforwards and o~her deferred k x  assels. As such. 
the Company continues to mainbin a valuation allowance of $96,223,000. The total valuarion allowance increased 
$4.988,000 during the year ended December 31, 2006 as a result of an increase in deferred tax assets related to 
acquisitions of $733.000, an increase of current year deferred tax assets of $8,711,000 which affected tax expense, and a 
decrease of p"or year deferred tax assets of $4,456,000 which did not affect tax expense. 

During 2006,2M)5 and 2 W ,  the Company provided ($776,000), ($34,000) and $1,636,000, respectively, of US. tax 
expense for future repoiation of cash from its Asia operations pursuant to APB 23. This charge represents all 
undisoibuted earnings from Asia not previously taxed in the United States. 

The Company has deficits from its United Kingdom and Mexican operations and therefore does not have any 
undisoibuted earnings subject IO United States taxation. 

(11) Slockholders' Equity 

Preferred Stock 
DHCs preferred stock is issuable, from time to time, with such designations, preferences and relative panicipating, 

optional or other rights, qualifications, limitations or restrictions thereof, as shall be stated and expressed in a resolution 01 
resolutions providing for the issue of such preferred stock adopted by DHC's Board of Directors. As of December 31, 
2%, no shares of preferred stock were issued. 

Common Stock 
Holders of DHC Series A common stock are entitled to one vote for each share held, and holders of DHC Series B 

common stock are entitled to 10 votes for each sharc held. Holders ofDHC Series C common stock are not entitled lo any 
voting powers, except as required by Delaware law. As of December 31,2006. w shares of DHC Series C common stock 
were issued. Each share ofthe Series B c o m m n  stock is convenlble. at the option ofthe holder, into one share ofSeries A 
common stock. 

AS ot Uecember TI, 3 9 ,  

DHC Sen= B common stock reserved for issuance under exercise privileges of outsranding stock options. 

(12) Stock Options and Other Long-Term Incentive Compensation 

Stock Options 
On May 4,2006, each of the non-employee directors of DHC was granted 10.000 options to purchase DHC Series A 

common stock with an exercise price of $14.48. Such optiotions vest one year from the dale of granl, terminate 10 years from 
the date of grant and had a &tdate fair value of G.47 per share-as determined by the Black-Scholes Model. 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements - (Continued) 

The following tablepresents the number and weighted average exercise price (‘WAEP’? ofoptions to purchase DHC 
Series A and Series B common stock. 

DHC DHC 
Series A S v i s  B 
CWXOrn COUIrnCXl 

Stmk WAEP s l c € ! i w A E p  --- 
Outstanding at January I ,  2006 ....................... 1,937,616 $15.43 2,996,525 18.87 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - Granted 30.003 $14.48 
Exercises - 

Cancellations - 
.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (22,382) $12.46 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,430) $12.10 __ 
~ 

Outstanding at December 31,2006 .................... 1.943,804 $15.45 2.996.525 18.87 

Exercisable at December 31,2006.. . . . . . . . . . . . . . . . . . . .  1,460,415 $16.18 2,876,525 18.99 

As of December 31. 2006, the total compensation cost related to unvested equity awards was $1.1 million. Such 

- 
~ - 

- 
~ ___ 

amount will be recognized in DHC‘s consolidated stafements of operations through 2009. 

2006 Ascenl Media Long-Term Incenh’ve P h  
Effective Augusl3,2006, Ascent Media adopted its 2006 Long-Tern Incentive Plan (the “2006 Plan”). ?he 2006 

Plan provides the terms and conditions far the grant of, and payment with respect to, Phantom Appreciation Rights 
(‘‘PARS‘? granted to certain officers and other key personnel of Ascent Media The value of a single PAR (“Value”) is 
calculated as the sum of (i) 6% of cumulative free cash flow (as defmed in the 2006 Plan) over aperid of up to six years, 
divided by 500,000 plus (ii) 5% of the increase in the calculated value of Ascent Media over a baseline value d e t a i n e d  at 
the time of grant, divided by 1O,ooO,ooO. The 2006 Plan is administered hy a committee that consists of two individuals 
appointed by DHC. Grants are determined by the committee, with the fmt grant OccUning on August 3, 2006. The 
maximum number of PARs that may be granted under the 2006 Plao is 500,oW, and there were 398,500 granted PARs as 
ofDecember31,2006.~ePARsveslquarterlyovera~yearpnid,andarrpayableonMarch 31,2012 (or,ifearlier, 
an the su-month anniversary of a grantee’s termination of employment without cause). Ascent Media wiU record a 
liability and a charge to expense based on the Value and percent vesled at each reporting period. As of December 3 1,2006. 
the Value of the PARs was $0. 

(13) Other Comprehensive Earnings (Loss) 

Accumulated other comprehensive earnings (loss) included in DHC‘s consolidated balance sheets and consolidated 
statements of stockholders’ equity reflect the aggregate of foreign currency hanslation adjustments and unrealized 
holdirig gains and losses on available-for-sale securities. 

’ h e  change in the components of accumulated other comprehensive earnings (loss), net of taxes, is summarized as 
follows: 

Acolmul~ted 
Fwcigo Uomlized other 

ClurCWeg Eo ld iq  Compbeorive 
”mns*tioo Gsim(laws) E s d  ~(lorr), 
Adjoslmeols on Securities Net ZTnxu 

s m m b  in thaurrodr 

. . . . . . . . . . . . . . . . . . .  .In r Balance at January I ,  ==I-. $ 5,236 4Jr u,t:: 

Other comprehensive earnings ...................... 6,797 (1,162) 5.635 
Balance at Defember 31.2w4. ....................... 12,033 271 12,310 

Other comprehensive loss.. . . . . . . . . . . . . . . . . . . . . . . . .  (14,821) _. 65 1 (1 4,170) - - 
Balance at December 31. 2 w 5 .  . . . . . . . . . . . . . . . . . . . . . . .  (2,788) 928 (1,860) 

Other comprehensive earnings ...................... 17,922 _. (148) 17,774 

Balance at December 31,2OO6. . . . . . . . . . . . . . . . . . . . . . . .  __ 7SO 15,914 
- 
~ 

~ - __ 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements - (Contmued) 

The componenu of other comprehensive eamings (loss) are reflected in DHC's consolidated statements of 
comprehensive earnings (loss) net of faxes. The following table summarizes the tax effects related to each component 
of other comprehensive earnings (loss). 

Year ended December 31,2006. 
Foreign currency wnslation adjustments ....................... $ 29,648 (1 1,726) 17,922 
Unrealized holding gaios on securities arising during period . , , . . , . , 97 (148) (245) 
Other comprehensive earnings. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $29,403 (11,629) 17,774 

Year ended December 31, 2005: 
Foreign currency translation adjustments. ...................... $(24,518) 9,697 (14,821) 
Unrealized holding gaios on securities arising during period , , , . . 1,077 (426) __ 65 1 

. . . . . . .  $(23,441) 9.271 (14,170) Other comprehensive loss 

Year eoded Decemkr 31,2004: 
Foreign currency translation adjustmenu ....................... $ 11,143 (4,346) 6,797 
Unrealized holding losses on securities arising during period. . . . . . . .  (1,905) 743 (1,162) 

Other comprehensive earnings. 

_ _ ~ -  

- - ~  

..... . . . . . . . . . . . . . . . .  $ 9,238 (3,603) 5,635 - _ _  ~ ~ _ _  

(14) Employee Benefit Plans 

Ascent Medii offers a 401(k) defined contribution plan covering most of its full-time domestic employees not 
eligible to participate in the Motion Picture Indusuy Pension and Health Plan (MPIPHP), a multi-employer defined 
benefit pension plan. Contributions to the MPIPHP are determined in accordance with the provisions of negotiated labor 
contracts and generally a~ based on the number of hours worked. Ascent Media also sponsm a pension plan for eligible 
employees of its foreign subsidiaries. Employer contributions are determined by Ascent Medii's board of directors. The 
plans are funded by employee and employer contributions. Total pension plan expenses for the years ended December 3 1, 
2006, 2005 and 2004 were $7,868,000. $7,109,000 and $6,485,000, respectively. 

(15) Commitments and Contingencies 

Fume minlmum lease payments under scheduled operating leases, which are primarily for buildings, equipment and 
real estate, having initial 01 remaining noncancelable terms in  excess of one year are as follows (in thousands): 

Year ended December 31: 
2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ..... $32,058 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $29,156 
2009 . . . . . . . . . .  ....................... $27,645 

. . . . . . . . . . . . . . . .  $24,590 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . .  $19,436 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $59,144 

~ - ~ ~ ~ . - . _ _ _  
Rentexpe~efornoncancelableoperatingleasesfornalpropwtyandequipment was$~1;3~5;WO,yjl ,b4j,Mana 

$26,487,000 for the years ended December 31, 2006, 2005 and 2004, respectively. Various l eas  armngements conlain 
options to extend terms and are subject to escalation clauses. 

At Dsember 31,2006. the Company is committed to mmpeosation under long-term employment agreements With 
its certain executive officers of Ascent Media as follows: 2007, $1.815.000; 2W8, S1,760,000: and 2009, 91,565,000. 

On December 31, 2003, Ascent Media acquired the operations of Sony Electronic's systems integration center 
business and relaed assets, which we refer to as SIC. In exchange, Sony received the right to be paid in 2008 an amount 
equal to 20% of the value of the combined business of Ascent Media's wholly owned subsidiary. AFAssociates, Inc. and 
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DISCOVERY HOLDING COMPANY AND S U B S I D W E S  

Notes to Consolidated Financial Statements - (Confinued) 

SIC. The value of 20% of the combined business of AFAssociates and SIC is estimated at 56,100,000. SIC is included in 
Ascent Media’s network services group. 

The Company is in\solved in litigation and similar claims incidental to the conduct of its business. In management’s 
opinion, none of the pending actions is likely to have a material adverse impact on the Company’s financial position 01 
results of operations 

(16) Related Party Transactions 

Certain third-party general and adminisrrative and spin off related costs were paid by Liberty on behalf of the 
Company prior to the Spin Off and reflected as expenscs in thc accompanying consolidated statements of operations. In 
addition, certain general and administrative expenses are charged by Liberty to DHC purs-t to the Services Agreement. 
Such expenses aggregated $2,260,000 and 55,948,000 for the years ended December 31, 2006 and 2005, respectively. 

Ascent Media provides services, such as satellite uplink, systems inlegation, aiginatioh and post-production, to 
Discovwy. Revenue recorded by Ascent Media for these services for the years ended December 3 1,2006,2005 and 2004 
aggregated $33,741,000, $34,189,000 and $41,785,000, respectively. 

(17) Information About Operating Segments 

The Company’s chief operating decision maker, or his designee (the “CODM”), has identified the Company’s 
reportable segments based on (i) fmancial information reviewed by the CODM and (ii) those operating segments that 
represent more than 10% of the Company’s combined revenue or eamings before mer. In addition, those equity 
investments whose share of eamings represent m e  than 10% of the Company‘s eamings before taxes are considered 
reportable segments. 

Based on the foregoing criteria, the Company’s business units have been aggregated into three reportable segments: 
the creative services group and the network services group, which are operating segments of Ascent Medi4 and 
Discovery, which is an equity affiliate. Corporate related items and unallocated income and expenses an reflected in the 
Corporate and other column listed below. As  a product of ow segment restmcturing, the segment presentation for prior 
periods has k e n  conformed IO the current period segment presentation. 

The creative services group provides vmiws technical and creative services necessary to complete principal 
photography into final praducts, such as feature f h s .  movie trailers, documentaries and independent films, episodic 
tele\isioo, TV movies and mini-series, television commercials, music videos, interactive games and new digital medii  
promotional and identity campaigns and corporate communications. These services are referred to generally io the 
entertainment industry as “post-production” services. In addition, the creative services group provides a full complement 
of facilities and savices necessary to optimize, archive. manage and repurpose completed media assets for global 
distribution via freight. satellite. fiber and the Internet. The network services p u p  provides broadcast services, which are 
comprised of services necessary to assemble and distribute progamming for cable and broadcast networks via fiber and 
satellite to viewers in Nonh America, Eumpe. Asia and Latin America Additionally, the networks services p u p  
provides systems integration. design, mnsulring, engineering and project management services. 

The accounting policies of the segments that are consolidated entities are &e same as those described in the summary 
of significant accounting policies and are consistent with G M .  

The Company evaluates the performance of these operating segments based on fmancial measures such as revenue 
Tne C o m m v  defines operating cash flow as revenue less cost of services and selling, general 

and administrative expenses (excluding stock and other equilyhased compensation and accretion expense on as%t 
relirement obligations). The Company believes this is an important indicator of the operational smngth and peIfo-Ce 
of its businesses, including the businesses’ ability lo service debt and capital expenditmes. In addition, this measure 
allows management to view operating results and perform analytical comparisons and identify slrategies to impmve 
performance. This measure of p d o m c e  excludes depmiation and amortization, stock and &r equity-based 
compensation, accretion expense on asset retirement obligations and restruchuing and impairment chmges that are 
included in the measurement of operating income pursuant to GAAP. Accordingly, operating cash flow should be 
considered in addition to, but not as a substitute for, operating income, cash flow provided by operating activities and other 
measures of fmancial perfomce prepared in accordance with GAAP. 

-an 
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes lo Consolidated Financial Statements -(Continued) 

The Company's reportable segments are s(rategic business units that offer diiferent pmducts and services. They are 
managed separately because each segment requires different technologies, dismbution channels and marketing strategies. 

Summarized fmancial information concerning the Company's reportable segments is presented in the following 
tables: 

Con~olidsted Reporbbk Segmrorr 
Crrntive Ndvorlr Equity 
S a * c r  scrriaa Corporsle COoEdidated ABiliprr- 
Group Gromp(1) and Mher Tobl - Diwwerg - - ~  

amouoL6 io lhoossods 

Year ended December 31,2006 
Revenue from external customm . . . . .  $417,876 
Operating cash flow . . . . . . . . . . . . . . .  $ 52,554 
Capital expenditures.. . . . . . . . . . . . . .  $ 27,126 
Depreciation and ammuation. . . . . . . .  $ 38,661 
Total asses ..................... $410.313 

Revenue from external customers ..... $421,797 
Operatiog cash flow . . . . . . . . . . . . . . .  $ 70,708 
Capital expendimes . . . . . . . . . . . . . . .  $ 47,179 
Depreciation and amortization. . . . . . . .  $ 38,644 
Total assets ..................... $470,213 

Revenue from external customers . . . . .  $405,026 
operating cash flow . . . . . . . . . . . . . . .  $ 72,903 
Capital expendimes . . . . . . . . . . . . . . .  $ 22,810 
Depreciation and amortization. . . . . . . .  $ 38,776 

Yea ended December 31,2005 

Year ended December 31, 2034 

270,211 
49,522 
44,331 
23,055 

382,848 

272,712 
55,877 
38.476 
27,046 

323,558 

226,189 
62,537 
23,123 
27,074 

- 

(43,347) 
6,084 
6,213 

077,821 

- 

(47,960) 
4,871 

10,687 
025,465 

- 

(37,645) 
3,359 

11,755 

688,087 3.012,988 
58.729 722.424 
77,541 90,138 
67,929 133,634 

5,870.982 3,376,553 

694,509 2,671,754 
78,625 686,638 
90,526 99,684 
76,377 123,209 

5,819.236 3.174.620 

631,215 2,365,346 
97.795 662,690 
49,292 S8,lW 
77.605 129,011 

Total assets ..................... $469,930 294,599 4,800,299 5,564.828 3,235,686 

( I  I Included m Netuoik Scniccs Group re\'eimc is bnidca\t s o i c e s  revenue o f  S158,151,MQ, 9149.568.MX) and 
E l  36.6s0.000 and systenir integratnm rc\cnuc 01 P I  12.C.50.~100. S123.111,OIK) and 589509.000 m 2 M .  2W5 and 
2IW. rcrpecll\cly. 

The following table provides a reconciliation of segment operating cash flow to earnings (loss) before income taxes. 
Y- Ended Decemba 31, 

m m5 ZOM 
srn(l~o~1 io lhounod. 
~-~ 

Segment operating cash flow . . . . . . . . . . .  . $ 58,729 78,625 97,795 

Restructuring and other charges. - .... . . . . . . . . . . . . . . . . . . . . . . . . . .  (12,092) (4,112) 
Depreciation and amortization . . . . . . . . . .  . (67,929) (76,377) (77.605) 

Share of earnings of 

Earnings (loss) hefore income taxes.. . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (2.068) 82.112 lOl,078 

Stock-based compensation. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,817 (4,383) (2,775) 

ry . . . . . . . . . . . . .  
. . . . . . . . . . . . . . .  

_ _ - -  
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DISCOVERY HOLDING COMPANY AND SUBSIDIARIES 

Notes to Consolidated Financial Statements - (Continued) 

Information as to the Company’s operations in different geographic axas  is as follows: 

Rwenue 
united states $535.792 
United Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  129,540 
Other countries. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  22,755 

~ $688,087 
__ 
__ 

Property and equipment, net 
United States 

United Kingd 
Other counuies. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,360 

~ $280,775 
~ 

__ 

(18) Quarterly Financial Information (Unaudited) 

525,288 460,070 
149.928 148,002 
19,293 23,143 

694,509 631,215 
_ _ _ _  
_ _ ~  

163,073 

~ 28,155 

~ 256,245 

65,017 

- 

2006: - 
Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $153.568 165,789 169,S76 198,854 ~ ~ _ _ _ _  _ _ _ _ _ _ ~  
Operating loss.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ (2.857) (6,252) (97,350) (8,678) 

Basic and diluted net earnings (loss) per common share . . $ .04 .05 (27) __ .02 

~ _ _ _ _ _  
~~~~ 

Net earnings (loss). . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 11.615 13.734 (76,633) 5,274 _ _ _ _ _ _ _  
~~~~ 

~~~- 
2005: 

Revenue . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $174,290 178,019 167,934 174,266 _ _ ~ ~ _ _  ~ - - _ _  
Operating income 00s ) .  ......................... $ 2,877 (4,982) (1,403) 2,106 

Netearnings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 16.825 4.027 1,189 11,235 

Basic and diluted net earnings per common share. . . . . . .  .01 $ .06 - .04 

-~ ~ ~ - -  
- - ~ ~  ~ ~ - _ _  
~ ~ ~ _ _  
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